CARICOM-Canada Trade Relations
The Caribbean Canada Trade Agreement (CARIBCAN) was established between Canada and the Commonwealth Caribbean countries in 1986 to provide one-way duty-free access into the Canadian market for commodities that satisfy certain rules of origin requirements. The CARIBCAN is nonreciprocal in nature, which means that Caribbean Community (CARICOM) countries can export to Canada duty free, but a tariff is imposed on Canadian goods entering the Caribbean. The agreement covers all goods except those classified under the Harmonized System (HS) 50-65 (inclusive) range and some agricultural products that carry high tariff duties (World Trade Organization 2013) . For commodities from Caribbean countries to obtain duty-free access into the Canadian market, the rules of origin require that no less than 60 percent of the ex-factory price of a commodity must originate from the Commonwealth Caribbean (one or more countries) or Canada (World Trade Organization 2008).
As a nonreciprocal arrangement, however, the CARIBCAN is not consistent with the World Trade Organization's principles and commitments and requires a World Trade Organization Most Favoured Nation waiver. Canada had initially indicated that it will not seek to renew the CARIBCAN waiver after 2013, but to negotiate a free trade agreement (FTA) with the CARICOM in its place. It is against this backdrop that Canada and the CARICOM explored the prospects of forming an FTA. However, after seven rounds of negotiations since 2007, CARICOM and Canada were unable to reach an agreement to replace the existing CARIBCAN.
As a result, and on Canada's request, the World Trade Organization extended the CARIBCAN waiver until 2023 (World Trade Organization 2015) . At this stage, it is unclear when or whether both parties will return to negotiations under the extended CARIBCAN waiver. In this regard, we proceed to examine the effect on CARICOM countries should both parties decide to form an FTA.
An FTA between CARICOM and Canada would secure market access to goods trade and would expand duty-free market access to trade in services, not previously considered under the CARIBCAN. The proposed trade agreement will have implications for CARICOM countries because the removal of tariffs can lead to adverse implications in terms of tariff revenues, regional imports, and intra-CARICOM trade as a result of increased competition from Canadian goods and services. In addition, the competitiveness of CARICOM's exports to Canada will also influence the region's ability to effectively use the agreement.
In this policy brief, we assess the competitiveness of CARICOM countries' exports to Canada using a revealed comparative advantage index and a trade complementarity index. We also use a partial equilibrium model to estimate the trade, revenue, and welfare impact of 3 liberalizing tariffs on CARICOM countries' imports from Canada. The results from the competitiveness analysis show that room for increasing exports from CARICOM countries to Canada is weak, and trade complementarity between the two trading partners is also low and has been on a downward trend over the past two decades. When we examine the effect of removing tariffs on revenue and welfare, we also observe a negative effect for all CARICOM countries. At present, trade between CARICOM countries and Canada is relatively low as the share of CARICOM's exports to and imports from Canada is roughly 3 percent and 2 percent, respectively (see Figure 1 ). Imports by CARICOM countries from Canada are dominated by
Trinidad and Tobago and Jamaica, while exports from the CARICOM region to Canada originate mainly from Jamaica, Suriname, and Trinidad and Tobago (see Table A1 ). The trade deficit for the CARICOM region with Canada stood at US$65 million in 2012 (see Table 1 ). The main commodities exported from the CARICOM to Canada include aluminum ores, gold, alcoholic beverages, organic-inorganic compounds, and vegetables, which account for more than 90 percent of CARICOM total exports to Canada (see Table 2 ). Those imported from
Canada by CARICOM countries are wheat, medicaments, fish, meat, paper products, vegetables, and plastics, which make up 48 percent of CARICOM's total imports from Canada (see Table 3 ). 
Revealed Comparative Advantage Analysis
The RCA index compares the share of exports of a commodity in country i's total exports to the share of exports of that commodity in the world's total exports. By construction, a country is considered to have a comparative advantage in a commodity j if the value of the RCA index is greater than 1 and a comparative disadvantage if the index yields a value below 1. The RCA index also known as the Balassa index is outlined as follows:
where ij RCA is the RCA index for country i in commodity j, X is exports, w is world, i is country, j is commodity, and t is a set of countries.
The results from the revealed comparative advantage index showed that the CARICOM as a group has comparative advantage in 15 products for the period 2007-12 with Canada.
These products are mainly natural resource-intensive products and light manufacturing goods such as aluminum ores, gold, spices, beverages (alcoholic and nonalcoholic), fish, fertilizers, and fruit and vegetables (see Table 4 ). The level of comparative advantage, however, declined for one third of the products over the two time periods examined. The CARICOM region showed improvements in comparative advantage for six products, but three products become completely uncompetitive between the two periods. The results of the comparative advantage index for six CARICOM countries and Canada are provided in Khadan and Hosein (2014) . Moreover, the results indicate that commodities that have a weak comparative advantage had a very low probability of moving into a stronger comparative advantage class.
Commodities with a strong comparative advantage displayed a high probability of class persistence, but the probability of moving from a strong comparative advantage class to a weaker comparative advantage class was high. 
Trade Complementarity Analysis
The trade complementarity index relates the comparative advantage of the exporting country to the comparative disadvantage of the importing partner, weighted against world trade (which accounts for all other supply sources). Drysdale (1967) outlined the trade complementarity index as follows:
where k is a commodity, X i is country i's total exports, M j is country j's total imports, M i is country i's total imports, and M w is world imports. By construction, a value of the trade complementarity index greater than one indicates that bilateral trade complementarity exists; however, if the value of the index is less than 1, then there is a lack of bilateral trade complementarity. When we further examine trade complementarity for the six IDB member states similar results were found, with the exception of Jamaica, Guyana, and-to a lesser extent-Barbados.
The trade complementarity index between Jamaica and Canada was above 1 for the period examined, and this was largely influenced by one product (that is, aluminum ores). Guyana also revealed trade complementarity with Canada with an index value averaging 1.29 for the period 2001-10. As in Jamaica, aluminum ores and gold are the two products that influenced Guyana's trade complementarity with Canada (see Table 5 ).
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These findings may cast some doubt about whether the FTA can improve exports from CARICOM countries to Canada, given their present economic structure and lack of export competitiveness. 
The Effects of Tariff Liberalization
This section examines an experiment that assumes that an FTA is signed between CARICOM and 16 percent, respectively (see Table 6 ). The Organization of Eastern Caribbean States (OECS) countries recorded the lowest level of trade creation, which may be in part because of their lower volume of trade with Canada.
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The relatively lower import prices from Canada can also induce each CARICOM member to divert trade from the CARICOM market toward Canada, which is referred to as the displacement of regional imports. The displacement of regional imports (that is, the decline in imports by each CARICOM member from the region) is also highest for Jamaica (see Table 6 ).
As CARICOM countries import most of their goods from other sources such as the United States and the United Kingdom, the relatively lower price of Canadian goods can also lead to a diversion of CARICOM imports from the ROW toward Canada. The scope for this diversion is large as CARICOM countries are presently negligible importers from Canada. This effect is referred to as trade diversion as the model assumes that the ROW is the most efficient supplier on the basis of economies of scale. The total trade diversion for the CARICOM region is estimated to be US$9.131 billion of which Trinidad and Tobago and Jamaica account for more than 50 percent.
The decline in tariff revenues for a CARICOM member state occurs through the direct removal of tariffs on Canadian imports and the associated revenue loss from trade diversion. No revenue loss occurs on account of the displacement of regional imports as we assume that a regional trade agreement is in effect among CARICOM members. Therefore, the change in revenues on account of the FTA results from both Canadian imports and imports diverted from the ROW to Canada. 
Who Loses the Most from Declining Tariff Revenues?
Many CARICOM countries are dependent on tariff revenues to some extent. The level of tariff revenue dependence is key to assess the effect of tariff revenue losses from the CARICOMCanada FTA. CARICOM countries' dependence on tariff revenues is examined using import duties as a share in current revenues, import duties as a share in tax revenues, and import duties as a share in GDP, for the period 2000-12. The data in Figure 4 report that countries in the OECS have a higher level of tariff-revenue dependence, with tariff revenues as a share in tax revenues and current revenues averaging over 10 percent. More importantly, CARICOM countries have a higher level of tariff revenue dependence than most developing countries. The change in tariff revenue indicates that, on average, countries in the OECS would lose a lower level of tariff revenues than other CARICOM members in actual dollars. This result reflects the lower level of imports by OECS countries from Canada and is consistent with the relatively lower level of trade diversion observed for the OECS members in Table 6 . Tariff revenue losses, in actual dollars, were highest for Jamaica Trinidad and Tobago, and The
Bahamas. Taking into context tariff revenue dependence, Figure 5 shows that members of the 
What Is the Net Effect on Economic Welfare?
To examine the net impact of the FTA, the final exercise is to calculate its welfare impact on each CARICOM country. The change in welfare is determined by the sum of the changes in tariff revenues and changes in consumer surplus. Table 7 shows a fall in economic welfare for each CARICOM member country. As expected, Jamaica and Trinidad and Tobago are likely to experience the largest fall in welfare in actual dollars. However, to put these results into perspective, we also examine the decline in welfare as a share of GDP for each country. The OECS members are the most affected when this is done, partly because of their higher dependence on trade taxes (see Figure 6 ). The OECS subgrouping faces an even greater challenge as they adjust to the highly probable revenue shortfalls associated with tariff liberalization on Canadian imports. These revenue shortfalls would require countries to make adjustments to tax policy and administrative reforms, which can undermine their growth and development objectives. The region signed an economic partnership agreement with the European Union in 2008. A CARICOM-Canada FTA in addition to this would add to the severity of the fiscal impact on the countries with a high dependence on customs duties. To mitigate these effects and enhance the region's ability to effectively use FTAs, the region would need to invest heavily in policy reforms that can reduce infrastructure bottlenecks, improve external competitiveness, and diversify and broaden their tax base.
Nonetheless, the export of services from the CARICOM market is one area that has been identified that can yield some tangible benefits. The results from this policy brief indicate that there is complementarity in trade in services between the two regions. The main areas identified (in previous studies) are health, education, business, and financial services. However, Girvan (2008) cautioned that formal market access may not be sufficient because there are considerable regulatory barriers for CARICOM service providers to meaningfully access the Canadian market.
